
April 30, 2002

Deficits Expected to Grow Larger

Dear Democratic Colleague:

Tax collections so far this year are coming into the Treasury at a level lower than forecasters
estimated just a few months ago.  While tax receipts are fickle, if this recent trend continues, it is
bad news for the budget, this year and possibly into the future as well.

The administration projected that total tax receipts in fiscal year 2002 would fall by about $45
billion below the 2001 level.  But by the end of March, only halfway through the fiscal year,
total receipts were already $40 billion behind last year (affected to some extent by enactment of
the stimulus bill).

Now, collections data for April are looking much weaker than last year.  Non-withheld
individual income tax payments for April, which are the largest moving piece in tax collections
for the year, are down markedly.  The administration says that the receipts numbers could jump
in the remaining three collection days of this month, or in early May, and that is conceivable. 
But if this trend continues, the 2002 deficit will be much larger than anticipated.

CBO’s baseline, adjusted for the stimulus bill, anticipated a 2002 unified deficit of $46 billion;
not counting the Social Security surplus, the deficit would be $203 billion.  The House
Republican budget resolution planned a unified deficit of $66 billion, and a non-Social Security
deficit of $221 billion.  But if the trends in the partial receipts data carry through, it appears
likely that the unified deficit will be over $100 billion, with the non-Social Security deficit at
$250 billion or more.

The administration says that deficits in time of war and recession are acceptable, and in a narrow
sense, that is true.  Administration spokesmen said repeatedly that their tax cuts would stimulate
the economy and solve the problem.  But the recession was shallower than economists projected,
and the recovery earlier than economists projected, and yet the budget deficit will be worse than
anyone anticipated.
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What is most troubling about these numbers is what they portend for the budget after the war
and the recession.  The President’s budget already invaded the Social Security Trust Fund
surplus every year for the next ten years.  But with tax receipts below the administration’s
projections even in a recovering economy, that invasion can only be deeper and longer lasting. 
The chances of reforming Social Security are thus lessened, with only six years until the baby-
boom generation begins to collect benefits.

Last year, Republicans implemented an economic plan that left no margin for error.  The budget
was weaker than they had projected before September 11, and now that weakening continues
even as the economy recovers.  This is a warning not to repeat the mistakes of last year, and not
to enact even more hefty tax cuts on the promise that they will somehow pay for themselves.

Sincerely,

John M. Spratt, Jr.
Ranking Democratic Member






